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City of Newark
Delaware

August 29, 2014

TO: Mayor & City Council
FROM: Carol S. Houck, City Manager
VIA: Andrew S. Haines, Deputy City Manager

On Behalf of the Employee Healthcare Committee

RE: Alternative Healthcare Option — Enroliment Proposal
Delaware Valley Health Trust

On behalf of the City of Newark’s Employee Healthcare Committee (“EHC”), | am pleased
to present to Mayor and Council an enrollment proposal for the Delaware Valley Health
Trust (“DVHT”). The EHC meets routinely on an annual basis to review current medical
performance and develop the various healthcare plans, as structured and established
among the collective bargaining agreements. On Thursday, August 21, 2014, the
committee met and voted unanimously (6-0) to present this proposal to you.

Why is this proposal different than past healthcare renewals? The options before Mayor
and Council is the consideration to enroll and become an equitable owner of a municipally
owned, pooled risk insurance company. DVHT was created in 1999 in southeastern
Pennsylvania among local municipalities. The enclosed presentation slides further detail
an overview of its structure and organization. DVHT’s mission, to provide quality benefits,
at a manageable rate, directly reflect the EHC’s challenges over the past two (2) years.

The trends of the healthcare market nationwide, along with elements of the Affordable
Care Act, continue to drive the City of Newark’s renewals up. The current arrangements
the City has for healthcare, both among its broker and healthcare provider, do not include
wellness initiatives to try to educate and curb the growth of claims. Expanding our current
plan, with our commercial retail providers can be accomplished, however, only through

further increased expenses.




| will present to Mayor and Council the data that the EHC reviewed and that was
presented to all benefit eligible employees on why to enroll in DVHT. The presentation
will further explain what enrollment entails, however, below is a brief overview of its

obligations:

e Enroliment via resolution; commits the city to twenty-four (24) months as a
member. The City can walk away and engage the commercial market after its
minimum obligation period. :

e Apples-to-Apples comparison: DVHT provides a 3-5% reduction in healthcare
expenses, with enhanced wellness programs.

e Zero (0) dollar enroliment fee.

e Zero (0) dollar exit fee, as long as the City fulfills its 24 months obligation.

e Would become 1/103™ ownership of the DVHIT insurance company

o ‘Dividends’ are provided as Rate Stabilization Funds (“RSF”); see the
presentation slides for further detail.

o Have the opportunity to utilize RSF to mitigate or offset annual renewals,
which will assist the annual budget process.

e Become the beneficiary of all the wellness initiatives provided by DVHT to the
employees, which can only improve our performance and create a healthier, better
educated workforce.

e Leverage the pooled-risk assets to realize lower, sustainable renewals. This is not
a promise for zero (0) percent growth, rather, a manageable model.

To achieve savings sooner than later, and to try to meet the January 1, 2015 renewal
period, | am asking for Mayor and Council to take consideration on the enclosed resolution
that would enroll the City into DVHT for January 1, 2015. There is a minimum two (2)
month lead time to implement our plans for the DVHT administrative team. Should Mayor
and Council provide a positive vote and enroliment, the EHC will convene to finalize the
medical plan designs pursuant to the respective contract agreements.

Lastly, both the legal team of DVHT along with Bruce Herron and his colleagues have
opined the legality of the intergovernmental agreement feasibility to enroll with DVHT. A
letter from the Delaware Insurance Commissioner, dated May 14, 2014, supports the
opportunity based on their respective legal opinions.

What DVHT is and has achieved has been a multi-decade goal of other Delaware
municipalities, however, due to the size and assets of the Delaware local governments, it
has not been realized. We believe that if Newark takes the initiative to enroll with DVHT
as presented, many other Delaware municipalities will consider enrolling to manage their
healthcare costs as well. For a 24 month trial, how can we not try to and reduce our

expenses?




Karen Weldin Stewart, CIR-ML Delaware Department of Insurance

Commissioner

May 14, 2014

Paul E. Bilodeau, Esquire
Deputy Solicitor

City Solicitor’s Office
City of Newark

220 South Main Street
Newark, Delaware 19711

Re: City of Newark/ Delaware Valley Health Insurance Trust

Dear Mr. Bilodeau:

This letter responds to your two letters, dated January 20, 2014 and March
26, 2014, directed to the counsel for the Delaware Department of Insurance.

In your letters, you have stated that (1) the City of Newark, Delaware
intends to join the Delaware Valley Health Insurance Trust (DVHIT”) for the
purpose of providing health insurance to City of Newark employees (active and
retired) and their families; (2) DVHIT was founded in 1999, and is a public entity
multiple employer welfare arrangement (“MEWA”), based in Pennsylvania
comprised of over 100 municipalities, school districts, counties, authorities and
other governmental entities; and (3) as a nonprofit, tax exempt health benefits trust,
DVHIT jointly funds non-ERISA “governmental plans” for its participating public
employers.

You also have indicated your view that, because it is a MEWA “providing
health care benefits or coverage solely to employees of governmental units,”
DVHIT is exempt from regulation by the Delaware Department of Insurance,
based on DOI Regulation 1405, 18 Del. Admin. Code §1405, entitled “Filing
Requirements for Multiple Employer Welfare Arrangements” (“MEWA
Regulation”). In particular, Section 3.2 of the MEWA regulation states in part:
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“Those plans exempt form [sic] state regulation under ERISA are as follows: ...
3.2.2 The arrangement provides health care benefits or coverage solely to
employees of governmental units....”

Based solely on the representations contained in your letters, and the
MEWA Regulation, the Department agrees that DVHIT is not an entity regulated
by the Department, and that the City of Newark would not be violating any
provisions of the Delaware Insurance Code or Department of Insurance regulations
by joining DVHIT. The Department has not independently investigated DVHIT or
confirmed the accuracy or completeness of your representations. If the actual facts
regarding DVHIT or its operations were to differ from the description in your
letters, the Department’s position might differ. Also, the Department of Insurance
expresses no view regarding the possible application of laws or regulations other
than the Delaware Insurance Code or Department of Insurance regulations.

Very truly yours,
" Gene Reed
Deputy Insurance Commissioner

cc: W. Harding Drane, Jr., Esquire




Delaware Valley
TRUST

ALTERNATIVE HEALTHCARE OPTION:
ENROLLMENT PROPOSAL

presented to:

._ﬁma

Monday, September 8, 2014




Whatis DVHT?

Self-insured risk pool serving Municipalities, School Districts, Counties, and Authorities
Non-Profit, Tax Exempt
Formed in 1999 under the PA Intergovernmental Cooperation Law

Third insurance trust formed by SEPA municipalities (Property and Casualty Trust in 1989 and
Workers’ Compensation in 1992)

Now covers 102 public entities and over 6,700 employee lives (over 17,000 member lives)

Saved members over $48 million dollars since inception

$117 million in billed premium projected for 2014




DVHT Member Entities

(as of 05/2014)

Abington East Rockhill Marlborough Township
Ambler East Vincent Malvern
Bath Borough Elk County Montgomery
Beaver County Housing Authority Franconia Municipality of Norristown
Bensalem Hatboro Borough Nether Prov1der_1ce Township
(non-uniform)
Bridgeport Hatfield Borough New Britain Borough
Bristol Township (Police) Hatfield Township New Britain Township
Caln Heidelberg (Lehigh) New Hope
Centennial School District Hilltown Newtown (Bucks)
Central Bucks Regional Police Horsham Nockamixon
Department
Chalfont Horsham WS Authority North Coventry
Cheltenham Interboro School District Northampton (Bucks)
Chester County SW Authority Jenkintown Borough Palmer Township
City of Coatesville Lansdale Pennridge Reglo.n aleolics
Commission
Clarion County Lansdo_wne Perkasie
(non-uniform)
Clarion County Housing Authority Limerick Phoenixville
Columbia County Lower Bucks County JM Authority Plumstead
Conshohocken Lower Frederick _Plymouth
Doylestown Borough Lower Gwynedd Quakertown
Doylestown Township Lower Merion Radnor
Dublin Lower Moreland Reading Housing Authority
DVMMA (Trust office) Lower Pottsgrove Rockledge Borough
East Coventry Township Lower Providence Salford
ENPW Joint Sewer Authority Lower Salford Township Authority School Districts Insurance Consortium
East Norriton Lower Salford Township Solebury

Springfield (Monigomery)
Swarthmore
Telford Borough and Authority
Thornbury (Chester)

Tinicum (Bucks)

Tioga County
Towamencin

Upper Gwynedd
Upper Makefield

Upper Merion
Upper Southampton
Upper Southampton Municipal
Authority

Upper Uwchlan

Warminster Municipal Authority

Warminster Township
Warrington
Warwick
West Conshohocken
West Goshen
West Pikeland
West Whiteland
Whitemarsh

Whitpain

Worcester



Member

Entities

DVHT Program Overview
A “Niche Market” Health Benefits Company
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How Do We Define Success?

Premium Savings (typically 3-5% upon entering DVHT program)

Rate Stability at Renewal
- 6.9% average increase for 9 past years

Strong Financial Position-surplus levels equal prudent industry standards
(839,702,563 through 12/31/12)

Flexible plan design administration-many plans no longer available in the
commercial market

Superior Member Service
- National Account Status
- In-House Member Services Team

Excess surplus returned to members

- Rate Stabilization Fund ($25 million allocated to members since 2004)
- Multi-Trust Discount




How Do We Define Success?

Comprehensive Suite of Benefits and Services
— Numerous “Value-Added” benefits

— Leveraging size and economies of scale for pricing and programs not available or
cost effective as stand-alone entities

Highly efficient and cost effective risk sharing model
98% group retention rate since inception

Greater control over benefit program
— Budgeting
— Plan design
— Collective bargaining
— Employee education
— Participation in managing the direction and priorities of Trust

Outsourcing many of the benefits administration functions for small to
midsized municipalities/entities
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DVHT Renewals
Consistently Below Commercial Market Averages
and Difference is Growing
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DVHIT = Commercial Market DVHIT-post rate relief

» Composite rate increases include Medical, R, and Dental premiums.

= DVHT averages do not include Rate Stabilization Fund Credits and/or Multi-Trust Discounts.
= Average commercial market increase based on a credible sample of fully insured renewals in the marketplace for comparable plan designs.
*Reflects Trust-wide rate relief applied from surplus.




Projecgted 1/1/2015 Renewal Forecast

Current HIGHMARK Plan

1. Incurred 3/1/13 — 2/28/14 (Post-Discount)
Paid Through 4/30/14
. Benefit Adjustment Factor
. Completion Factor
. Stop Loss Pooling charge
. Adjustment to current enrollment
. Claims in Excess of $100K per member
. Fully Incurred Claims
. Effective Trend
9. Credible Claims
10. Manual Claims
11. Adjusted Claims 65%, 35% Manual
12. Total Forecasted Claims
13. Administrative Costs
(Add)
14. Forecasted Total Expenses
(Add)
15. Premium Income at Current
16. Indicated Percentage Change (Pre PPACA)
(Divide)
Post PPACA (Fully Insured Only)
17. 2.4% PPACA Excise Tax

[ SN Y ]

SO0 ~1 O W

1.000

1.02

1.07
100.00%
$327,471.90

1.144

$3,487,255.09

$3,487,255.09
$3,557,000.19
$3,805,990.21
$3,805,990.21
$3,478,518.31
$3,478,518.31
$3,980,025.60
$3,980,025.60
$4,107,205.44
$4,024,538.54
$4,024,538.54
$430,912.00

$4,455,450.54

$4.155.105.96

7.23%

$4,562,381.36

18. PCORI fee ($2.13 pmpy) $1,410.06
(Assumed 662 members)

19. Transitional Reinsurance PPACA Tax $29,128.00
20. Projected Final Expenses $4,592,919.42
21. Premium Income at Current $4.155,105.96
b2. Final Forecasted Increase 10.54%
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Apples-to-Apples Administrative Expense Comparison:
DVHT vs. Current Commercial Plan

Current Plan DVHT $ Difference
1. Incurred 3/1/13 — 2/28/14 (Post-Discount)
Paid Through 4/30/14 $3,487.255.09
2. Benefit Adjustment Factor 1.000 $3,487,255.09
3. Completion Factor 1.02 $3,557,000.19
4. Stop Loss Pooling charge 1.07 $3,805,990.21 0.66 $216,261
5. Adjustment to current enrollment 100.00% $3.805,990.21
6. Claims in Excess of $100K per member $327,471.90 $3,478,518.31
7. Fully Incurred Claims $3,478,518.31
I8. Effective Trend 1.144 $3.980,025.60 1.0923 $180,441
9. Credible Claims $3,980,025.60
10. Manual Claims $4,107,205.44
11. Adjusted Claims 65%, 35% Manual 65% $4,024,538.54
12. Total Forecasted Claims $4,024,538.54
13. Administrative Costs —(add) $430,912.00 6.72 $122,259
14. Forecasted Total Expenses-(add) $4,455,450.54
15. Premium Income at Current $4.155.105.96
16. Indicated Percentage Change (Pre PPACA) (Divide) 7.23%
Post PPACA (Fully Insured Only)
17. 2.4% PPACA Excise Tax $4,562,381.36 $0.00 $106,930
18. PCORI fee ($2.13 pmpy) $1,410.06
Assumed 662 members)
19. Transitional Reinsurance PPACA Tax $29,128.00
(). Projected Final Expenses $4,592,919.42
21. Premium Income at Current $4.155.105.96
22. Final Forecasted Increase 10.54% _
Total Difference $625,891

Notes and Assumptions:
eAssumes 256 employees/662 members

*Assuming administrative costs based on percentage of renewal premium. Slight variations may occur.
+This exhibit is designed to reflect differences in administrative expenses between commercial market, fully-insured renewal and DVHIT Pooling model and does not reflect

DVHT renewal methodology

*DVHT is exempt from Health Insurer Fee ("Excise tax")
*DVHT administrative expense percentage (6.72%) includes value added benefits and member wellness incentive payments
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Dissecting the Renewal Exhibit:
Administrative Expenses

Administration
and Network M
Access Administrative
$430,912 Expenses/Taxes/
Fees
Pooling Charges
(Stop Loss)
$248,990 $817,370
18%
T ACA
$137,468

Administration and network access fees are approximated as they are not itemized on renewal summary.
Administrative expenses do no include brokerage commission or premium tax,

Analysis assumes Required Premium — (Projected claims + all itemized expenses) = Administrative expenses
Projected claims includes claims/risk margin.

chiom srs Vadle
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“Value Added” Benefits included in
Administrative Fees

DVHIT Highmark Delaware
8.28% ., Renewal
: ’18%
82%
DVHIT Highmark Delaware
COBRA Administration Yes No
Employee Assistance Yes No
Health Advocacy Yes No
Member Wellness/Cash Incentives Yes No
Biometric Screening Yes No
Health Club Reimbursement Yes No
Biometric Testing/Cash Incentive Yes No
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Net Renewal Increase Distribution Chart
3 Year History
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» Percentages are rounded for graphing purposes

= Based on 2012, 2013, & 2014 renewals assuming no plan design changes and before application of RSF credits N

=2014 renewals are net rate relief allocation 12 y ¥
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